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EXECUTIVE SUMMARY

While historicaly Arizona has had one of the higher uninsurance rates in the nation, recently
released U.S. Census Bureau dataindicates that Arizona has made progress in improving hedlth
coverage in Arizona. Continua progress is being made in closing this gap in coverage with the
recent implementation of severa programs which receive public funds (e.g., Proposition 204
(i.e, 1115 waiver expangon), premium sharing expanson, and a drug benefit program).
Additiondly, HB 2050 which was passed during the 2000 legidative sesson created anine
member Task Force charged with the development of an affordable hedth care insurance plan
for dl Arizonans by December 2001. Unlike many states which have focused principdly on the
uninsured, the State has taken a broader gpproach by focusing both on those individuals who
currently are uninsured as well as those who have coverage but are continualy being confronted
with issues of accesshility, comprehensveness and affordability which may ultimatdly lead to a
lack of coverage.

In order to effectively support and augment Arizond s efforts to address the issue of affordable,
accessible health coverage, the State submitted through the efforts of the Universty of Arizong,
Rurd Hedlth Office, a State Planning Grant application to the Hedlth Resources and Services
Adminigration (HRSA), Department of Hedlth and Human Services (DHHS). In March 2001,
the State of Arizona became the recipient of a one year $1.16 million dollar HRSA State
Panning Grant to facilitate the development of aplan for providing Arizonans with affordable,
ble hedth insurance.

The Arizona Hedlth Care Cost Containment System Administration (AHCCCSA), serving asthe
lead agency for the project, immediately put in place an organizationd structure which involved:

=  Provison of technicd and saffing support to the Arizona s Statewide Hedlth Care
Insurance Plan Task Force.

=  Egablishment of a Technicd Advisory Committee of hedth care experts who are
providing guidance in the development of options as well as feedback on proposed
approaches.

=  Engagement of the University of Arizona, Rurd Hedth Office (RHO) to compile
information on hedlth care coverage in Arizona.

= Ongoing engagement with various nationa consulting firms to provide technica
support such as development of policy briefs on nationa/internationa strategiesto
address hedlth care coverage issues, actuarid and financia anayses.

A more detailed explanation of individua roles and responsbilities can be found in the Project
Schemafor the State Planning Grant (see next page).



Project Schema HRSA

Statewide Task Force

ROLE

®Design a framework for healthcare
cover age decisions

®Obtain publicinput

®Recommend a“ plan” to implement

ROLE Technical Advisory Board
®HRSA relationship

®Policy Maker relationship

| I ROLE
®Coordinate/ direct Consultants

®Sour ce for developing plan options
®Resource for Task Force

®Feedback on Task Forceideas
®Develop/Staff Advisory Board

®Testing of new plan through focus groups and
community meetings

CONSULTANTS(NAT'L INFO) U of A College of Public Health, RHO (ARIZONA INFO.)
®National/international information on coverage ®Surveys on health insurance cover age/cultural issues
®Models in healthcare cover age ®Collection and review of existing data on current

®Other states experience insurance situation in AZ

L] i il
®Actuarial and other business estimates Providers’ views

® Payment/financing options

Activities/Accomplishment to Date

The project has only recently moved into the phase of identifying possble strategiesto be
employed to address the issue of health coverage in Arizona. The primary focus over the past Six
(6) months has been three fold: 1) solidification of the necessary infrastructure to support the
grant, 2) research, analysis and preparation of background information and 3) staffing and
facilitation support for Task Force and Technicad Advisory Committee meetings. A brief
description of the activities and accomplishments in each of these areasis provided below.

Project Infragtructure

Phyllis Biedess, AHCCCS Director, is serving as the principa investigator for the project. Other
AHCCCSA d&ff have aso been sdected to be part of the project team. Michd Goforth fillsa
key role asthe AHCCCS-HRSA Coordinator. Two new positions were established as aresult of
the grant: project administration associate and provider relations'model development specidist.
Lisa Dominguez and Anna Shane respectively were hired into these pogitions. In addition to

these three individuals, C. J. Hindman, M.D., AHCCCS Chief Medica Officer and Lynn

Dunton, Assstant Director of Policy wereidentified as key AHCCCS advisors; providing
ongoing guidance with regard to the project direction. Asde from AHCCCSA saff, AHCCCSA
contracted with Linda Huff Redman, Ph.D., a management hedlth care consultant to serve asthe



Project Director and David Griffis, Griffis Consulting, to serve as afacilitator for various project
related meetings, e.g., Task Force mesetings. In July, AHCCCSA added a component to the
AHCCCS home Web site for the AHCCCS-HRSA State Planning Grant project (see
www.ahcees.state.az.us/Studies/default.asp? D=HRSA). All project rdated informetion is
posted on the Web site (e.g., meeting minutes and policy issue papers).

Background Information

To asss the Task Force members in the identification of the most appropriate strategies for
addressing the issue of affordable and ble hedlth care coverage, a key focus of the project
grant has and continues to be the education of the policy makers through the synthesis of
information, collection of data, preparation of briefing papers and forma presentations. This
effort has included both a national aswell asaloca focus.

National Perspective

The nationd perspective involved the development of seven (7) policy issue papers, including
where appropriate, a summary of current approaches/best practices being used by other states
and their experience, an evauation of the pros and cons of the approach(es) in the context of the
guiding principles developed by the Task Force and the identification of issues that need to be
congdered in adopting various approach(es). The topics for these papers were selected by the
Task Force members based on a suggested list provided by AHCCCSA. The briefing papers
were completed by Milliman USA Inc. (firdt four papers listed below) and by William M.
Mercer, Inc. (last three papers listed below) and included the following:

=  Purchasing Pools focuses on purchasing pools established for smal employee groups
and individudsffamilies and thar effectiveness in improving access and affordability
to hedlth insurance.

=  High-Risk Pools examines the types of risk poolsimplemented by other statesto cover
residents whose medical costs preclude them from obtaining coverage at affordable
pricesin the private market.

=  Implementation of Incentives and Regulatory Mandates to Increase Health Insurance
Coverage provides an overview of incentives that have been implemented by other
dtates to increase private hedlth insurance coverage as well as provides commentary on
the effectiveness of legidative mandates & the Sate level. Strategies examined
include: those targeted at the consumer (e.g., tax credits, premium sharing, discount
cards), hedth plan/insurance company (e.g., premium tax, mandated rura coverage,
premium regulation, limits on waiting periods) and employers (e.g., tax credits,
mandated payroll deductions for those employees participating in hedth insurance
program).

= International Approachesto a Socialized Insurance System provides abrief overview
of the sociaized medicine approach to the delivery of hedlth care that has been
operating in European and other select countries.

= Faces of the Uninsured and State Strategies to Meet Their Needs identifies and
describes the key sub-populations that one needs to consider in addressing the issue of



ble and affordable hedth care coverage (e.g., low-income uninsured, working
uninsured, rurd uninsured) as well as a brief discussion of srategies used by satesto
address the needs of the specific sub-populations.

= Initiativesto Improve Accessto Rural health Care Services provides an overview of
srategies that have been implemented by other states to increase access to hedlth care
in rurd areas both in terms of increasing coverage and enhancing provider networks.

= Arizona Basic Health Benefit Plan: A Comprehensive Review examinesthe Arizona
Badc Hedth Benefit Plan in the context of other states' gpproaches and critiques the
plan in terms of benefit design variables aswell asits overal affordability.

In response to additiona requests from the Task Force at the last September Task Force mesting,
AHCCCSA has asked the actuarid firm of William M. Mercer, Inc. to prepare three (3) briefing
memorandum addressing the following issues: 1) sAf-insurance, what doesit mean and what are
its advantages and disadvantages, 2) how does increasing premiums impact hedlth care coverage
(e.g., dadticity and demand) and 3) what are the mgor components driving administrative
insurance cogts.

Arizona Per spective

In order gain a more thorough understanding of Arizona s hedlth care coverage and hedlth
insurance landscape, AHCCCSA engaged the University of Arizona, College of Public Hedlth,
Rurd Hedth Office (RHO) to research, andyze and prepare an Assessment of Arizona s Hedth
Care Coverage Report. Thisreport will examine:

Population characteristics and employer composition a both the state and county level
Available hedlth care coverage options in Arizonaiin 2000 and multi-year trends
Characterigtics of Arizona s uninsured population

Codts associated with hedth insurance coverage in Arizona

Strategies employed in Arizona health care market to overcome barriers to coverage

The report will be submitted to AHCCCSA by the beginning of December.

Other papers which have been prepared to date addressing Arizona specific issuesinclude the
fallowing:

=  Asacomplement to the policy briefing paper developed by William M. Mercer, Inc.
(Initiatives to Improve Access to Rural Health Care Service), AHCCCSA completed a
paper which provides an inventory of the strategies that have been implemented in
Arizonato addressrura hedlth care infrastructure issues.

= William M. Mercer Inc., completed a paper which examined the cost impact of recently
enacted hedlth insurance mandatesin Arizona, e.g., direct accessto chiropractic
sarvices, standing referra requirement, and access to medica supplies.



Committee Support

Satewide Health Care Insurance Plan Task Force

Since receiving the grant, the Task Force has had three (3) meetings at which AHCCCSA played
alead role in the provision of technica assstance and staffing support. (Note: prior to the grant,
the Task Force had held two meetings (i.e., 11/30/00 and 1/5/01) at which various individuas
made presentations on health care coverage and programsin Arizona). The following provides a
brief description of the three (3) most recent meetings. (Actual meeting minutes for the Task
Force can be found at http:/Awww.azleg.date.az.usiminute/iminutelinks htm):

May 14, 2001: Overviewswere provided regarding 2001 hedth care coverage
related legidation, the State Planning Grant and Medicaid expansion up to 100% of
the Federa Poverty Leve (FPL) (i.e., Proposition 204 implementation). The key
focus of the meeting was the development of an agreed upon set of basic principles
for hedlth care coverage in Arizona which are intended to serve as the framework for
guiding the Task Force in the formulation of finad recommendations. David Griffis
fadilitated this discusson which resulted in Sx (6) basic principles

- We should seek to make available basic benefits

- Hedth care should be available and accessible

- Hedth care should be affordable and properly financed

- Hedth care should be provided through a seamless system

- Hedth care should be done in collaboration and in cooperation with the various
stakeholders, both public and private sector and it should foster competition
Public private partnerships should be sought

Each of these guiding principles was accompanied by a set of specific questions
(criteria) which have and will be reviewed when developing issue papers, strategies,
models, etc. (Seethe AHCCCS-HRSA Web site for acopy of the Statewide Hedlth
Care Insurance Plan Task Force Guiding Principles).

August 23, 2001: AHCCCSA provided a brief update on the implementation of dl
the new expanson programs it will be implementing thisyear. The key focus of this
meeting was the presentations by the AHCCCSA contracted consultants (i.e.,
William M. Mercer, Inc. and Milliman USA, Inc.) on the seven (7) policy issue
papers that they had prepared (see Sections 2 and 3 for a brief summary of the
papers). From these presentations, Task Force members discussed possible
drategies for addressing the issue of hedth care coverage in Arizonaincluding:

- Targding of amdl employer groups, individuas residing in rurd aress of the Sate
and the pre-retirement group

- Deveopment of purchasing pools potentidly building upon the existing
HedlthCare Group program

- Deveopment of a high risk poal



- Development of additiona strategiesto address hedlth care infrastructure issuesin
rurdl aress of the Sate

= September 27, 2001: AHCCCSA reviewed a series of diagrams that portrayed health
coverage in Arizona, with a specific focus on publicly sponsored coverage and a
diagram summarizing rural hedlth care infrastructure strategies (see the AHCCCS-
HRSA Web ste for copies of these diagrams). Based on Task Force inquiries
AHCCCSA had William M. Mercer, Inc. present information regarding the financia
cogts associated with recently enacted insurance mandates and demographic
information on the sub- population of uninsured individuas 45 to 64 years-old, the
latter being a group thet frequently call legidators. The key focus of the meeting
was an update from the Technicd Advisory Committee, providing the Task Force
with input on potential Strategies being considered and setting forth some
recommended strategies for the Task Force to consider.

Technical Advisory Committee

The Technica Advisory Committee (TAC) established by AHCCCSA servesin an advisory
capacity to both AHCCCSA and the Statewide Health Care Insurance Plan Task Force;
providing guidance in the development of plan options as well as feedback on proposed
gpproaches. The TAC iscomposed of representatives from the physician community, insurance
companies (urban/rurd, commerciad and specidty), hospitds (rural and urban) and state agency
directors of AHCCCSA and Department of Insurance. David Griffis serves as afacilitator for
the TAC mestings. (See AHCCCS-HRSA project Web ste for additiona information about the
TAC indluding the meeting minutes).

To date, the TAC has met three (3) times and a brief summary of these meetingsis provided
below.

= July 18, 2001: At thisfirst meeting of the TAC, background information about the
HRSA State Planning Grant, Task Force, consultant projects and role of the TAC was
provided. The TAC reviewed the Task Force draft guiding principles and suggested
that an additiona statement be added under the affordable and properly financed
section — “ Does the solution foster/encourage consumer respongbility.” Aninitid
discussion was begun about current and future hedlth care products and targeted
populations.

=  August 29, 2001: An overview of recent HRSA grant and Task Force activities was
provided. The TAC decided that their goal as a committee should be to focus on the
development of strategies which “use available, affordable, financid insurance vehicles
to reduce the uninsured population that would not be eigible for public programs.”
The TAC members, unlike the Task Force did not see purchasing pools as an effective
srategy for reducing the number of uninsured. Other issuesraised by the Task Force
were briefly discussed, e.g., rurd infrastructure issues, affordable basic benefit plans,
and cost impact of current insurance mandates.



September 18, 2001: In addition, to David Griffis, a William M. Mercer, Inc.
consultant was aso used to help facilitate this lengthy strategic planning sesson. The
TAC identified severd drategies to address hedlth care coverage for the uninsured
population that would not be digible for public programs. These included
implementation of:

- Community-based education on the value of insurance

- High-risk pool usng multiple funding sources (e.g., public, private and insurance
premium funded)

- Scded down “basic” benefit plan that would be affordable for working insured and
uninsured

In addition, it was recommended that HedlthCare Group, the AHCCCS administered
insurance program targeted a smal employer groups, be continued with suggested
modifications until the other recommended strategies can be implemented. (See
AHCCCS-HRSA Web site for a PowerPoint presentation to the Task Forceon TAC
recommendations).

Future Activities

Other than the fina report from the Rural Health Office (RHO) (i.e., Assessment of Arizona s
Hedth Care Coverage Report), the primary focus of the months ahead will be on the
development of a plan/framework for the implementation of strategies addressing the issue of
accessible, affordable hedth carein Arizona Thiswill involve:

Two (2) or three (3) more Task Force meetings and the development of afina Task
Force report by December 15, 2001.

At least two (2) or three (3) more Technica Advisory Committee meetings involving
the further development of possible Strategies as wdl as the identification of other
Srategies that might be employed to ensure the affordability of insurance for currently
insured individuas.

A saries of community meetings and/or focus groups to solicit input on the Task Force
recommendetions.

As necessary, more in-depth andysis of possible proposed model s/strategies including
financid andyses.

Report Format

Asdirected by HRSA, the remainder of the interim report has been organized according to the
State Planning Grant Find Report format, which was provided by the Academy for Hedlth
Services Research and Hedlth Policy. Thisformat consigts of the following seven (7) sections:

Section 1. Uninsured Individuds and Families
Section 2. Employer-Based Coverage



Section 3. Hedlth Care Marketplace

Section 4. Options for Expanding Coverage

Section 5. Consensus Building Strategies

Section 6. Lessons Learned and Recommendations to States
Section 7. Recommendations to the Federa Government

Theinformation provided within each of these sections, is directed at responding to the specific
questions set forth under each of these sections. As acknowledged by HRSA, not dl of the
questions are gpplicable to each individud state’ s project. Additionaly, becausethisisan

interim report, the discussion provided at thistime is even more limited. For example, a number
of the questions will be able to be addressed once the report assessing health coverage in Arizona
isfindized in December or the discussion of possible strategies to be adopted is completed.
Information provided in this report covers the grant period of March 1 through September 30,
2001.



SECTION 1. UNINSURED INDIVIDUALSAND FAMILIES

Description of the Uninsured in Arizona

Recent figures released by the U.S. Census Bureau reved that the percentage of people without
hedlth insurance coverage in Arizona has decreased subgtantially over the past three (3) years
from 22.5% in 1998 to 20.0% in 1999 to 16.0% in 2000." This has moved Arizona from having
the second highest number of uninsured to having the ninth worst record.

The RHO will be providing more detailed information (e.g., age, income, FPL, race/ethnicity,
family work status) about the characterigtics of the uninsured population in Arizona as part of

thelir Assessment of Arizona Health Care Coverage Report. Also included will be adescription
of the non-insurance based health programs that primarily are targeted to provide health services
to uninsured individuals.

Louis Harris and Associates who were commissioned by the Phoenix-based Hinn Foundation
conducted a comprehensive survey on hedth carein Arizonain 1989 and againin 1995. While
the information is Six (6) years-old, it does reinforce some of the trends that are currently being
identified both within Arizona and other states. For example, the studies found that:

=  Most uninsured had been uninsured for two years or longer.

= A predominant characteritic of the uninsured was low-income and not lack of
employment.

» Therewas adeclinein the proportion of adults who were uninsured as the size of the
employer increased.

=  Most uninsured persons cited the cost of insurance as the reason they did not have i,
with only 7% saying they “don’'t want it” and 3% saying they are unable to obtain
insurance due to a pre-exigting condition.

= |n 1995, nearly 60% of the uninsured had not seen adoctor in the prior year with
amog half saying that they had put off or postponed getting needed medica care for
financid reasons.

More information on these studies can be found on the Flinn Foundation’s Web site.?

Uninsured Sub-Populations

Some preliminary information regarding the uninsured population in Arizona was provided in

the William M. Mercer, Inc. policy issue paper, Faces of the Uninsured and State Strategies to
Meet Their Needs. This paper identified four (4) key uninsured sub-population groups that due
to their Sze should merit a closer ook by policy makers as they craft solutions to hedlth

coverage. Theidentified sub-populationswhich are not mutudly exclusive included:



= Low-Income Uninsured (individuds or family units with incomes below 200% of the
FPL): This group represented 74% of the uninsured (ages O to 64) in Arizonawith
65% being children and their parents.

= Ethnic Uninsured (citizen and non-citizen non-white uninsured): Asin other Sates,
wide digparity exists among ethnic and racid groups. The Higpanic population, which
comprises 25% of the entire Arizona population represented more than haf of the
uninsured in Arizona. A key driver that affects the Hispanic uninsured isincome.

= Working Uninsured (family units with &t least one full-time worker): This group
represents 84% of the uninsured population in Arizona. According to Arizona DES
Population Statistics Unit, 97% of Arizona s employers consigt of fewer than 100
employees.

= Rurd Uninsured (family units not living adjacent to a Metropolitan Stetigtical Areg):
Using andaiona perspective, it was noted that individuds living in rurd aress of the
U.S. have amuch higher rate of uninsurance than their urban counterparts. 20% of the
uninsured population (ages 0 to 64) inthe U.S. livein rura areas with 67% of the
uninsured residing in these rurd areas having family incomes of |ess than 200% of the
FPL.

In addition to the sub-populations identified above, the Statewide Hedth Care Insurance Plan
Task Force dso identified the uninsured pre-retirement group as a sub- population that they were
concerned about due to congtituent inquiries. William M. Mercer, Inc. presented information to
the Task Force members showing that Arizonans ages 45 to 64

=  Represented 24% (1.0 million) of the non-elderly Arizona population (or 20.8% of the
total Arizona population)

= Generdly had higher incomes than the Arizona population asawhole

= Had 205,000 who were uninsured

*  Represented 19% of the non-elderly uninsured population in Arizona

The Technical Advisory Committee felt that it was important to focus on the sub-population of
uninsured individuas who were not digible for public funded programs. William M. Mercer,
Inc. estimated that 50% of the current uninsured population could be covered through publicly
funded programsiif they applied.

M ethodological Approach Used to Collect the Infor mation

As discussed previoudy, AHCCCSA contracted with the University of Arizona, Rurd Hedlth
Office (RHO) to compile information regarding hedlth coverage in Arizona. While some

primary data sources may be used, RHO will primarily rely on the use of secondary data sources
(e.g., Current Population Survey, nationd surveys, sate agency data). A detailed description of
the data sources used will be provided in the final report.

An extengive literature review was conducted by William M. Mercer, Inc. in order to produce the
report — Faces of the Uninsured and State Strategies to Meet Their Needs.



Impact of Findings on Policy Decisons

A discussion of how these findings are reflected in the coverage options consdered for adoption
by the State will be more thoroughly discussed in the find report.
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SECTION 2. EMPLOYER-BASED COVERAGE

Description of Employer-Based Coveragein Arizona

The Commonwesalth Fund’ s 9/8/00 report, Uninsured and at Risk: Coverage Profiles and Trends
among 10 States’ reported that Arizona s higher uninsured rates reflect its lower rates of
employer-based hedlth insurance coverage® Only 55% of Arizona s non-elderly population

reported employer-based coverage compared with 64% nationally. Also the proportion of

Arizona employees who have low hourly wages (i.e., under $10/hour) is higher when compared

to the nationa percentage. Additiondly as discussed above in Section 1, the mgority of Arizona
employers represent small firms (under 100 employees). The primary industry is service
(representing 40% of the labor force according to the Census 2000 Supplementary Survey

Tables) followed by retail trade (11.5%) and manufacturing (9.9%).*

The RHO will be providing more detailed information about employer-based coverage (i.e.,
characteristics of employees covered and employers offering coverage) in Arizona as part of
their Assessment of Arizona Health Care Coverage Report. In addition, the report will also
summarize the characterigtics of populations purchasing private insurance as individuas as well
as publidy financed hedlth programs.

Methodological Approach Used to Collect the Information

As discussed previoudy, AHCCCSA contracted with the University of Arizona, Rurd Hedlth
Office (RHO) to compile information regarding hedlth coverage in Arizona. While some

primary data sources may be used, RHO will primarily rely on the use of secondary data sources
(e.g., Current Population Survey, national surveys, state agency data). A detailed description of
the data sources used will be provided in the fina report.

Impact of Findings on Policy Decisons

A discussion of how these findings are reflected in the coverage options considered for adoption
by the State will be more thoroughly discussed in the find report.



SECTION 3. HEALTH CARE MARKETPLACE

Description of Health Care Marketplace in Arizona

A generd overview of hedth care coverage in Arizonais set forth in a series of diagrams that

were prepared for the Task Force (See AHCCCS-HRSA Web site for copies of these diagrams).
Although lower than the nationd average, the mgority of Arizonans are till covered through
employer-based coverage. It has been estimated that approximately 13% of Arizonans are
covered through publicly funded income-based programs (i.e., Title XIX/XXI). Asof 10/01/01,
657,490 Arizonans are enrolled in AHCCCS. In addition to the publicly supported programs, the
State of Arizonadso isthe largest employer in the state currently employing 59,348 individuals.
Out of these employees, gpproximately 54,000 are enrolled in the State’ s hedth plan through
CIGNA HedthCare of Arizona

Unlike many other states, the Arizona hedth care marketplace made the shift from indemnity
insurance to managed care (i.e., with 31% in managed carein 1989 and 52% in 1995 — Hinn
Foundation study). Thisis further exemplified by the fact that dmogt al individuas who are
enrolled in the AHCCCS programs (i.e., Title XIX/XXI) receive their hedth care through
HMOs. This same phenomenon is dso reflected in the Medicare managed care market,
especidly in the urban marketplace (i.e., 42% of Medicare beneficiaries in Phoenix were
enrolled in Medicare+Choice plans).” In May, the Arizona Department of |nsurance reported
that there were 240,000 seniors enrolled in Medicare+Choice plans.

Over the past decade, Arizona has taken anumber of steps to address the adequacy of health
coverage in the State through hedlth care market reform. This reform has involved both public
aswdl as private sponsored reform; primarily targeting low-income, chronicaly ill and smdl
employer groups. Examples of thisinclude:

= HedthCare Group, implemented in 1988, offers affordable and ble hedth care
coverage to small businesses with 50 or fewer employees. Since 1999, HedthCare
Group receives an annua state subsidy of up to $8 million.

= Smal group market insurance reforms beginning in 1993 made insurance more
available and affordable for smal employers.

= Premium Sharing Program, implemented in 1998 provides hedth care coverageto a
limited number of uninsured individuals with income up to 250% of FPL or below
400% of FPL, if chronicaly ill.

= KidsCare (Title XXI), implemented in 1999, to provide coverage to S-CHIP digible
children up to 200% of FPL.

=  Voter passed initiatives to target use of 70% of tobacco tax monies for hedth careto
low-income uninsured groups (passed in 1994) and the expansion of AHCCCS
coverageto al Arizonans below 100% of FPL through the use of tobacco settlement
monies (passed in 2000). (See section below on recent public program expansions)



The RHO will be providing more detailed information about the overdl hedlth care marketplace
in Arizona as part of their Assessment of Arizona Health Care Coverage Report. In addition to
the information on the uninsured and employer-based coverage, the report will summarize:

The characterigtics of individuas purchasing private insurance.

The types of publicly financed health programs and the characterigtics of the
populations digible for these programs.

The cogt of hedlth insurance for individuas covered by employer-based insurance,
private insurance individualy purchased and public subsidized insurance with the
primary focus being on the cost of premiums and the required contributions by
involved parties.

AHCCCSA contracted with William M. Mercer, Inc. to andyze the Arizona Basic Hedlth
Benefit Plan in the context of other states gpproaches and critique the plan in terms of benefit
desgn variables aswdl asitsoveradl affordability. In Arizona Basic Health Benefit Plan: A
Comprehensive Review, Mercer found the Arizona Basic Hedlth Benefit is.

Not basic

Not targeted at the uninsured

Not affordable

Not atractive Snce consumers are currently not showing much interest in purchasing
the product.

Recent Marketplace Trends

Liketherest of the nation, the Arizona hedth care marketplace is currently in a period of flux as
hedlth care cogts continue to rise and the financid viahility of some hedlth care organizations
continues to be threatened. The Center for Health System Change recently released their 2000
Community Tracking Study on the Phoenix hedlth care market.> This report, despite its limited
geographic focus does provide some va uable information regarding recent trends in the State's
hedlth care marketplace, many of which are gpplicable statewide. Some key trends that are noted
in the report include:

Consolidation of hospita systems; giving them more of a ggnificant advantage in
negotiations with hedth plansin geographic areas in which they have monopolies.
Increase in physician discontent as reflected by the movement of specidists to specidty
facilities and physicians refusing to enter into risk contracts.

Increase in premiums and dimination of unprofitable or margind lines of businessto
improve hedth plans financid conditions.

Decrease in the number of Medicare+Choice health plans with those remaining
requiring seniors to contribute more to the cost of care.

Potential for deterioration of the loca safety-net, which has been rdatively stable over
the past years.
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These marketplace trends are further exemplified by a number of key events which have been
recently reported in the local news. Theseinclude:

Severd hedth plans pulling out of the Medicare+Choice program, i.e., Aetnain
Maricopa County (6200 enrollees), Pacificare in southern Pind County (4100
enrollees) and severa reducing benefits, e.g., Hedth Net Inc. and Humanalnc. This
leaves only 3 out of 15 counties with Medicare+Choice plans.

United Hedthcare in Arizona dropping itsindividua hedlth insurance product (7500
enrolless) in order to help regain profitability.

The announced closing of the only two (2) trauma centers in Tucson; leaving southern
Arizonawithout any top leve trauma centers after the end of the year.

Loss of $9.4 million in the past six(6) months by HMOsin Arizonawith only two (2)
out of Sx (6) of the mgor plans posting gains.

Reported increases this year in hedth care premiums of 15 to 45 percent; largely
attributable to the posted losses in Arizona s managed- care companies.

Reduction in employee choice of plans and out- of-pocket expenses, e.g., State of
Arizona switched to one insurer to provide coverage to dl state employees; at the same
time increasng employee share for premiums and co-pays.

The hedlth care marketplace was a so impacted by the enactment in 1999 of a state HMO reform
law which gave patients various rights to gpped their hedth plan decisons. Part of thislaw
expanded the number of legidatively mandated benefits. AHCCCSA contracted with William

M. Mercer, Inc. to conduct an independent cost study to estimate the financia impact of hedlth
insurance mandates recently enacted by the 1999 HMO reform law. The study considered
mandatesin sx (6) areas. adminitration, access to medica supplies, pharmacy, direct access to
care, emergency services and clinicd triads. Taken together the estimated impact of the enacted
mandates was a 5.7% increase in health care premiums. Direct accessto chiropractic services
had the greatest cost impact at 3%. (Seethe AHCCCS-HRSA Web ste for a complete copy of

the report which is entitled Financial Impact of Recently Enacted Health Insurance Mandates.)

Recent Public Program Expansons

Asthereault of recent sate legidation, AHCCCSA is expanding the role of public sponsored
programs through both the implementation of new programs as well as the expansion of current
programs. These changes include the following:

Implementation of Proposition 204 on 10/1/01 which amends AHCCCSA’s 1115
waiver and establishes Title XIX digibility up to 100 % of FPL for individuals without
children. It dso has a pend-down component (e.g., MED) that enables individuas
who have incurred medicd bills to use those bills to spend down their income and
become digible for hedth care. Additiondly, as part of the implementation of these
groups, AHCCCSA is streamlining digibility.

Expangion of Title X1X digibility for families with children through a State Plan
Amendment which rases income digibility for 1931 Title X1X digibility group up to
100% of FPL beginning 7/1/01.
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Expangon of Premium Sharing Program from afour (4) county pilot to a permanent
statewide program. Funding leve for the program is an annud appropriation of $20
million.

Modifications to KidsCare program, effective 10/1/01 which expands the benefit
package (i.e., adds non-emergency transportation, removes eyeglass/exam and
behaviora hedth limitation) and reduces the bare period from sx (6) to three (3)
months with the ability to waive if achild is serioudy/chronicaly ill.

Implementation of a state-funded Prescription Drug Filot Program on 11/1/01 which
reimburses 50% of the cost of prescription medication in excess of a deductible for
individuals who qudify for Medicare, have income levels between 100% to 200 % of
FPL and who reside in counties with Medicare plans that do not offer a Medicare HMO
pharmacy benefit. Two (2) year funding is limited to goproximately $4 million per
year.

Implementation of Ticket to Work on 4/1/02 which adds a new optiond Title XIX
eigibility group of individuds, 16 to 64 years of age who meet the SSl disahility
requirement and have earned income below 250% of FPL.

Implementation of Breast and Cervica Cancer Treatment on 1/1/02 which adds a new
Title X1X digibility group of women under 65 who have been screened by Arizona
Department of Health Services (ADHS), have no insurance and need trestment for
breast and/or cervical cancer.

Submission of awaiver to Centers for Medicare & Medicaid Services (CMS) for
approva to cover S-CHIP parents with family income up to 200 % of FPL. If
approved by CMS, the State will need to gppropriate the state match for the expansion
and legidaively authorize the coverage.

Asareault of the Title X1X program expansions, especidly implementation of expanded
Medicad digibility under Proposition 204 and the 1931 children and family group aswedl asa
dowing economy, AHCCCSA is currently projecting a 20% growth in the AHCCCS population,
which currently has 682,929 members. It has been estimated that between 130,000 to 180,000
individuals will be added to the AHCCCS program as a result of Proposition 204.

Rura Hedlth Care Infrastructure

In order to more appropriately identify the issues that surround the development of a strong rurd
hedlth care infrastructure, AHCCCSA sought to provide the Task Force with additional
information regarding the issue of rurd infrastructure strategies. This effort resulted in:

A policy brief by William M. Mercer, Inc., Initiatives to Improve Access to Rural
Health Care Services, which found:

- Information showing that rurd uninsured tend to be employed by smdl employers,
reside in households with &t least one full-time worker, are older, younger and
poorer and have fewer provider network choices.
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Identification of key barriersinclude: lack of physicians and other providers,
geographic isolation and hospital solvency issues (i.e, insufficient volume to
judtify sze and capabilities).

Discussion of gtrategies employed by other statesto address rurd infrastructure
concerns and provisonsincluding: financid and technica assstance to makerurd
areas more dttractive to practitioners, examples of collaboration between hedlth
and non-hedlth resources and/or urban and rura resources, changesin
relmbursement methodol ogies for hospital's, and crestive use of hospita space and
resources.

=  AnAHCCCSA prepared document, Inventory of Arizona Strategies to Address Rural
Health Care Infrastructure, provides a comprehensve description of specific
Strategies/programs that have been implemented in Arizona. These drategies have
been grouped according to those which:

Increase the number of rurd practitioners

Minimize geographic isolaion

Improve the viahility of hedth care facilities

Financidly support rural-based hedth care service programs

Other States Experiences

Other gstates' experiences, dong with internationa gpproaches to headth care ddivery, have and
continue to be considered as part of the policy deliberation regarding hedlth care coveragein
Arizona. In order to educate policy makers regarding experience outside of Arizona, AHCCCSA
contracted with Milliman USA, Inc. to produce four (4) policy issue briefs. These reports were
digtributed to both the Task Force and Technica Advisory Committee and discussed at
subsequent meetings of the groups. A summary of the findings from these papersis provided

below:

=  Purchasing Pools found:

Higoricdly, chalenges faced by pools have involved: low employer enrollmernt,
lack of hedlth plan participation, unwillingness of agents to promote, adverse
section, and the inability to offer PPO and POS plans.

Need to substantialy increase the enrollment in poolsin order to be viable and be
able to offer lower prices.

Not able to lower prices enough to encourage more smal employersto offer
insurance without sgnificant subsidies or mandates.

= High-Risk Pools found:

Risk pools play amgor role in making coverage available to uninsurable
individuass, reducing the number of uninsured and providing stability to the hedth
care market.
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A key issuein establishing ahigh-risk pool isto make sure that it is well-funded
including revenue sources besides premiums and assessments.

I mplementation of Incentives and Regulatory Mandates to Increase Health Insurance
Coverage found:

S-CHIP and premium sharing programs have been successful in enrolling targeted
populations, dthough crowd-out may be a concern.

Tax credits and deductions are questionable for the uninsured and may be more
appropriate to discuss at federd levels.

Small group market reform has led to stability, more readily available and more
predictable cost increases, but has not addressed the affordability issue and has had
little or no impact on the number of uninsured.

Individua market reform has not been successful in reducing the number of
uninsured.

Programs which are successful in reducing the number of uninsured generdly
involve some expenditure of public funds.

International Approaches to a Socialized Insurance System found:

These sysems are largdly reliant on taxation, highly regulated, place a sgnificant
emphasis on preventative care, require co-pays and ration care through waiting lists.
To implement thistype of sysem in US/Arizona, one would need significant
increases in taxes to cover the uninsured, mandatory employer-based coverage,
ERISA exemption, more uniformity of benefits, more regulation of provider fees,
restrictions on patient choice of provider and income-based differentiation of
benefits and/or contributions.

M ethodological Approach Used to Collect the Information

As discussed previoudy, AHCCCSA contracted with the University of Arizona, Rurd Hedth
Office (RHO) to compile information regarding hedlth coverage in Arizona. While some

primary data sources may be used, RHO will primarily rely on the use of secondary data sources
(e.g., Current Population Survey, national surveys, state agency data). A detailed description of
the data sources used will be provided in the final report.

For the other reports highlighted in this section the following methodologica approaches were
used to collect the information contained in the reports:

Arizona Basic Health Benefit Plan: A Comprehensive Review: Literature review and

interviews with state programs or Mercer saff responsible for employer-sponsored
heslth coverage in selected states.
Financial Impact of Recently Enacted Health Insurance Mandates. Literature review,

e.g., Congressond Budget Office estimates and sound actuarial assumptions and

methods.
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= Initiativesto Improve Access to Rural Health Care Services: Literature review and
discussons with staff from various Sate programs.

= |nventory of Arizona Strategiesto Address Rural Health Care Infrastructure:
Literature review and interviews with persons who gaff various rurd hedth care
programs and/or are considered to be local expertsin the area of rura hedth care
ddlivery.

= Thefour (4) Milliman USA Inc. policy issue papers, discussed earlier in the Other
States Experience section above: Literature review as wdl as consultant experience
from work on various programs.

Impact of Findings on Policy Decisions

A discussion of how these findings are reflected in the coverage options considered for adoption
by the State will be more thoroughly discussed in the find report.
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SECTION 4. OPTIONS FOR EXPANDING COVERAGE

At thistime, there a have not been any specific policy options selected for expanding hedth care
coverage. The primary focus in the months ahead will be on the development of a
plan/framework for the implementation of Strategies addressing the issue of ble,
affordable hedlth carein Arizona

Given the current budget shortfalsin the State, it is very unlikely that any recommended
drategies that involve the appropriation of new state funds will be supported a thistime. In fact,
at the last Task Force mesting, the Task Force chairperson pointed out that it isimportant for
persons to recognize that thereis a budget crissin the State. Therefore, while it may not be
possble to immediady implement agreed-upon strategies, there is a strong commitment to
develop aplan as to how the system should look and then to build that system over time.

Additiondly, the focus of the recommended Strategiesislikely to look at how best to either
ensure that hedlth care coverage is affordable, accessible to those individuas who are not digible
for public programs and/or for thase who may currently be insured but for whom affordability is
agrowing concern. While expangon of public programs (e.g., Title XIX/XXI) may Hill bea
congderation, it will probably not be a primary focus at this time because the State recently took
anumber of stepsto greatly expand coverage through AHCCCSA (see discussion in Section 3
under Recent Public Program Expangions).

Preliminary Considerations

Asareault of the presentations on the seven (7) policy issue papers commissioned by
AHCCCSA, members of the Statewide Health Care Insurance Plan Task Force discussed
possible strategies for addressing the issue of hedlth care coverage in Arizonainduding:

=  Tageting of smal employer groups, individuas residing in rurd areas of the Sate, and
the pre-retirement group

=  Development of purchasing poals potentidly building upon the existing HedthCare
Group program

=  Devedopment of ahigh-risk pool

=  Devedopment of additiona Strategies to address hedth care infrastructure issuesin rurd
aress of the state

The Technica Advisory Committee (TAC) discussed the Task Force suggested strategies and
held initid discussons regarding strategies which would involve the use of avalladle, affordable,
financid insurance vehicles to reduce the uninsured population that are not igible for public
programs. Preliminary recommendations that the TAC presented at the September Task Force
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included the following (see AHCCCS-HRSA Web site for a PowerPoint presentation to the Task
Force on TAC recommendations.):

=  |nitiation of community-based education on the vaue of insurance.

=  |Implementation of ahigh-risk pool for high cost/uninsurable individuas usng multiple
funding sources (e.g., public, private and premium funded).

=  Deveopment of ascded down “basic” benefit plan that would be affordable for
working insured and uninsured (Pointing out that the current basic hedlth benefit plan is
not basic, is not affordable and is not targeted at the uninsured or working insured).

= Adoption of proposed modifications to HedthCare Group; continuing to support this
program until such time that the other marketplace reform strategies can be
implemented.

Asto the reliance on the use of purchasing pools, which is of greet interest to the Task Force, the
TAC noted that the ability to form purchasing pools exigs in satute. Instead of focusing on the
development of purchasing pools, the TAC members fdt that the discussion should center on the
development of an affordable health care insurance product. TAC members noted that
affordability is primarily driven by the benefit package design.

The TAC will be meeting again in early November in order to further develop theseinitid
recommended drategies as well as identify other strategies that might be employed to ensure the
affordability of insurance for currently insured individuals. Subsequent meetings of the Task
Force are being planned for November and December.

Title XIX/XXI Outreach and Enrollment Strategies

Over the past severd years, AHCCCSA has made a concerted effort to address the issue of
igible but unenrolled individuds in its Title X1X/XXI program. William M. Mercer, Inc.
estimated that as many as 50% of the uninsured may be digible for these publicly supported
programs. The drategies employed by AHCCCSA have involved both implementation of new
outreach programs aswdl as changesin enrollment processes. A brief discusson of these
strategies is provided below.

AHCCCSCommunity Based Organization Outreach Project

AHCCCSA has taken a statewide grass roots approach to outreach by contracting with seven (7)
community based organization (CBO's), e.g., county heath departments, Association of
Community Hedlth Centers, and other provider organizations. The CBO's perform outreach to
schools, clinics, CBO's, physicians, churches, tax preparers, day care centers and other Sites.
Their community partners educate potentialy digible families and children about the availability

of dl AHCCCS programs and assst them in gpplying for AHCCCS sarvices. Thetota

combined contract amount for dl seven (7) CBO'sis $1 million and includes funding of 35.5
outreach pogtions.
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AHCCCS Outreach Activities

In addition to the CBO project described above, AHCCCSA has implemented a number of other
outreach activities particularly targeted at individuas who may be digible as aresult of the
various AHCCCS program expansions. These activitiesinclude:

= A gpecid $900,000 intensve six (6) month ad campaign for the KidsCare program
which included radio, TV, brochures, posters and billboards conducted earlier this
year

» Radio advertising, bus shdter billboards and brochures targeted at the new digibility
groups under Proposition 204; including the 1931 digible family and children group

= Kiosk boardsin malswhere seniors walk in order to let them know about Title X1X
and the enhanced benefits available under Title XIX

= Sponsorship of events such as the Welness Expo in Phoenix in November

All of the written materias and verba announcements are provided in both English and Spanish.

Streamlining of Eligibility Processes

As part of the recent program expansions, AHCCCSA has aso taken anumber of key steps
toward addressing the ongoing god of streamlining the Title XIX/XXI digibility process. This
includes the following:

=  Universd AHCCCS Application. Instead of separate gpplications for each program,
auniversa application has been adopted, which is used to determine whether a
person is digible for any AHCCCS related program.

= Mail-in Applications. Effective 10/1/01 gpplicants are no longer required to comein
for aperson to person interview at aloca Department of Economic Security office.

=  Centrdized Screening Office. A centralized screening office has been established at
which AHCCCS and DES staff are co-located in order to help fecilitate the
processing of digibility.

=  Consolidation of Eligibility Entities. The counties will no longer be responsible for
making digibility determinations since digibility functions are centraized at ether
DES or AHCCCS depending on the igihility group.

=  Redeterminaions are conducted less frequently, by lengthening the redetermination
period from six (6) to 12 months (except for the medica expense deduction group).

KidsCare Eligibility

With the implementation of the S-CHIP program in Arizona, the State was required to screen S-
CHIP applicants to determine if they would be digible for Title XIX prior to enrolling themin
KidsCare. Asaresult, AHCCCSA has experienced awood work effect (people who are digible
for aprogram but not enrolled until they "come out of the wood work™ to gpply for another



program). Although 53,000 kids are enrolled in KidsCare, there are actually almost 120,000
children who now have hedlth insurance as aresult of the KidsCare program.
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SECTION 5. CONSENSUSBUILDING STRATEGIES

The very nature of the way in which the Arizona State Planning Grant was structured lends itself
to a process by which one can effectively build consensus around any proposed Srategies. This
is reflected both in the governance structure as well as the methods being used to obtain key
stakeholder input.

Governance Structure

The governance structure for the Arizona State Planning Grant effectively involves the executive
branch, the legidative branch, and avariety of key congtituent groups in the planning process.
Thisis reflected by the following:

=  Governor of Arizonaidentified AHCCCSA, the state’ s Medicaid agency and overseer
of anumber of other subsidized insurance programs as the lead project agency.

= Through the grant, AHCCCSA is providing technical and staffing support to Arizona's
Statewide Health Care Insurance Plan Task Force, alegidatively sponsored committee,
whichis playing akey role in desgning an accessible and affordable hedth care
coverage plan; including the identification of recommended srategiesto be
implemented. There are Six (6) legidators on this committee representing both rurd
and urban didtrictsin the State. In addition, other key congtituent groups are
represented on the Task Force including a member who is a health care provider, a
representative of a consumer advocacy group and a member who represents the
business community. These three members were gppointed by the Governor.

= Key condtituent input through the establishment of the Technica Advisory Committee
which is composed of representatives from the physician community, insurance
companies (urban/rurd, commercia and specidty), hospitals (rura and urban) and Sate
agency directors of AHCCCSA and Department of Insurance. This Committeeis
providing AHCCCSA and the Task Force with guidance in the development of options
aswell as feedback on proposed dtrategies.

Stakeholder Input

In addition to the various congtituent groups that are part of the governance structure, there are a
number of other approaches that are/or will be employed in order to ensure that there are
adequate opportunities for stakeholder input. To begin with, al of the Task Force meetings are
public meetings and are subject to the open public meeting laws. To date the Task Force
meetings have been very well attended (i.e., approximately 50 attendees) with representatives
from insurance carriers, retirement groups, advocacy agencies, employee unions, hospital
association, and county governments.
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At thistime, AHCCCSA is planning to hold a series of community meetings once the Task Force
has identified various Srategies that they fed should be considered for adoption. These meetings
would be held throughout the State, specifically targeting rura areas. While anyone will be
welcome to attend these meetings, individuas who will be specificadly targeted include, locd
community service agencies (i.e., safety-net providers), medical community, tribal government,
and local advocacy groups. Additionaly, AHCCCSA is aso planning to conduct focus groups
with representatives from small group employers. These meetings are tentatively scheduled for
January.

Other Public Awareness Strategies

In order to facilitate the public’s easy accessto AHCCCS-HRSA State Planning Grant
information and project materids, AHCCCSA has established a Web site (see
www.ahcces.state.az.us/Studies/default.asp?2 D=HRSA). On this Web site, one can find generd
descriptive information about the project, Technica Advisory Committee minutes, policy issue
papers, Task Force guiding principles, project contacts and links to Sate/federa related Web
gtes.

In addition to establishment of the Web site, AHCCCSA has made severd public presentations
regarding the AHCCCSA-HRSA State Planning Grant. This hasincluded:

=  Presentation and participation on a pane at the annua Arizona Rurd Hedth Conference
entitled “Building Rural Health Networks’. Over 100 individuals attended this session;
representing a diverse interest group, e.g., loca community provider agencies, sae
officds, Indian tribes, and county public health departments.

»  Presentation at a meseting of the four (4) Arizona Community Access Program grantees
and one (1) rurd Hedlth Network Development Project grantee.

Current “Policy Environment”

As mentioned in Section 4, the State of Arizona has a severe budget shortfal, which will have an
enormous impact on the type of coverage expansion strategies that will be adopted in the State in
the near future. Some andlysts have estimated that the deficit could go as high as $1.6 billion
over the next two (2) years. Given this Stuation, the State in addition to cutting Sate agency
budgetsis aggressvely looking for strategies that will dlow maximization of current Sate

dollars aswell as re-evauating current commitments to cortinue to fund certain programs (eg.,
substance abuse treetment and religion programs for inmates) or delay implementation/funding

of other programs (e.g., replacement of obsolete equipment and provider rate increases).

Given this budget shortfal, the Task Force chairperson, stressed that the Task Force should focus
on development of a plan suggesting how the system should look with the expectation that the
system will be built over time.



SECTION 6. LESSONS LEARNED AND RECOMMENDATIONSTO
STATES

Since that the project work isonly partidly completed at thistimeit is ill relaively premature
for AHCCCSA to definitively be able to articulate those “lessons learned” in designing a plan or
in the policy planning processitself. However, & thistime there are afew observations which
can be provided in the area of data collection and consensus building.

Data Collection

Unlike most other State Planning Grant states, Arizona made a conscious decison up front not to
put as heavy an investment in the collection of extensive primary data regarding current coverage
and coverage barriers (e.g., satewide surveys and focus groups). There were severd reasons for
thisdecison. It wasfdt that while it wasimportant to be able to understand the current hedlth
care coverage landscape, grant monies also needed to be available for the gathering of
information on other tates experiences, educationd materias on hedlth coverage issues, in-
depth andysis of any proposed drategies, including the financid anadyss and solicitation of
stakeholder input on the potentid Strategies. In trying to balance out the various needs, an
extensve date specific survey was ruled out due to the high cost and long length of time
asociated with it. Instead, it was decided that an adequate picture of the current landscape could
be obtained through existing data sources, e.g., nationa surveys and loca data sets.

Additiondly, through literature reviews (e.g., nationd studies as well as other Sates’ data
surveys) fairly consstent patterns have been emerging in terms of hedlth coverage demography
and coverage issues. Lastly, since the project focus was the development of a plan at the state
level it was fdt that despite recognized data limitations, reliance on secondary data sources

would result in an accurate enough picture with which to be able to make appropriate decisons.

While beyond the scope of Arizona s project, the results of a recent study funded by the
Phoenix-based Flinn Foundation (i.e., Y uma Project on Uninsured Children) may be of interest
to other states focusing on specific Strategies targeted at the local community level.® This study
found that a community hedlth data system as opposed to survey data can be used to provide
accurate estimates of the numbers of uninsured children in smal geographic areasand a a
relatively low cogt. This community detaiis dso dynamic in that it can be continuoudy updated
a ardatively low cogt; providing unique information on heglth coverage & pointsin time and on
patterns of hedth care utilization and changes in needs and insurance over time.

Consensus Building

Given the complex nature of the issue, it has dready become gpparent that an absolute critica
need is to gpend time educating the key policy makersin the Sate (e.g., legidators and key
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condtituent groups). The approach of using both alegidatively formed Task Force balanced with
aTechnicd Advisory Committee gppearsto offer a good balance between the palitical decison
making process and more expertise-based decison making.
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SECTION 7.RECOMMENDATIONSTO THE FEDERAL GOVERNMENT

Asnoted in Section 6, it isHill relatively premature for AHCCCSA to definitively articulate any
specific recommendations to the federad government at thistime. Clearly, funding of coverage
expangon optionsis going to be a continuous issue and that any ass stance that the federd
government can provide in terms of addressing the issue of funding will enhance the Sta€'s
ability to address the issue of hedlth care coverage. Additiondly, the federa government should
continue to fund initiatives such as the State Planning Grant as Sates on their own do not have
the ability to carry out the in-depth analysis that these grants alow. It is dso dready becoming
gpparent that aone year grant is very limited and consideration should be given to providing
states with a second year of support in order to be able to effectively develop and/or implement
proposed strategies.
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APPENDIX I: BASELINE INFORMATION

Population

According t70 the Census 2000 Supplementary Survey, Arizona stota population in 2000 was
5,020,782.

Number and Percentage of Uninsured (Current and Trend)

In Arizona, the percentage of people without health insurance coverage has decreased over the
past three (3) years. According to the U.S. Census Bureau, in 1998, 22.5% of the population was
uninsured; in 1999, 20.0% of the population was uninsured; and in 2000, 16.0% of the

population was uninsured. The 3-year average from 1998-2000 is 19.5%."

Average Age of Population

As r710ted by the Census 2000 Supplementary Survey, the median age in Arizonais 34.3 years-
old.

Percent of Population Living in Poverty (<100% FPL)

The Census 2000 Supplementary Survey reported that 15.6% of Arizond s populaionisliving
below poverty level. For people over 18 years and older, 13.1% are below poverty level. For
people who are 65 years and older, 9.5% are below poverty level. For related children under 18
years, 22.0% are below poverty level. For related children under 5 years-old, 25.3% are below
poverty levdl. For related children five (5) to 17 years, 20.8% are below poverty level. For
unrelated individuals 15 years and older, 23.0% are below poverty leve.*

Primary Industries

The Census 2000 Supplementary Survey aso reported that the three primary industriesin
Arizonain order from highest to lowest are: services, retail trade, and manufacturing.

Number and Percent of Employers Offering Coverage

The Hedth Insurance Component Analytical Tool (MEPS) reported that in 1998, there were
93,910 private-sector establishmentsin Arizona. Of the 93,910 employers, 50,430 (53.7%) of
them offered hedlth insurance®
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Number and Percent of Sdlf-Insured Firms

In 1998, there were 27,234 (29.0%) private-sector establishmentsin Arizonathat offer hedlth
insurance that sdf-insure at least one plan according to MEPS,

Payer Mix

The US Census Bureau estimated that in 1999, 78.8% of the Arizona population had hedlth care
coverage. 55.9% were covered by an employer-sponsored plan, 7.9% were covered by
individually purchased private insurance, 8.8% were covered by AHCCCS, 12.9% were covered
by Medicare, and 5.9% were covered by other federal programs.

Provider Compstition

The Winter 2001, Community Report summarizes the recent provider competition among
hospitas, physicians, and hedth plansin Phoenix. Asaresult of the rgpid growth, nationd firms
now control 70% of the Phoenix community’s hospital capacity, as well as dominate the hedlth
plan market. Many hospitals are trying to affiliate themsalves with nationd systemsin order to
come up with capital necessary to keep up with the increase in demand (e.g., the merger between
Samaritan Health System, the ared s largest provider system, and the nationd Lutheran Hedlth
Network to form BannerHedth Arizona). Many hospitals focus their Srategies on certain
geographic areas, which helps them to secure better contract terms and higher payment rates. As
areault, thisaso limits hedlth plans’ ability to hold down costs.

The report dso notes the shifting of physicians from traditiona hospitas to specidty facilities.
Due to their discontent with local hedlth care systems and desire for higher incomes, physicians
are leaving traditiona hospitas with the loss of profitable services. In addition, hospitals are
finding it increasingly difficult to provide emergency room and on-call coverage as physicians
attempt to avoid seeing uninsured patients for whom they will not be rembursed. This hasled to
some specidigts forming arrangements to demand above- market reimbursement. The
relationship between physicians and hedlth plans has dso become more difficult as physicians
are refusing to enter into risk contracts, and hedth plans are reverting to fee-for- service payment.

Out of the ten (10) HMOs currently operating in Phoenix, only two (2) of those have reportedly
been profitable. 1n an attempt to become more profitable, plans have been increasing premiums
and diminating unprafitable or margina lines of busness. Asaresult of the struggle for
profitability, severa hedth plans are pulling out of the Medicare+Choice program, which has left
only three (3) out of 15 counties with Medicare+Choice plans. Low profitability and recent
regulations may be why many consumers have seen higher costs and fewer choices.

Insurance Market Reforms

The Arizona Department of Insurance (DOI) has compiled the following information on

insurance market reforms. There have been severa key hedth care insurance reformsin Arizona
over thelast eight (8) years. In 1993, the legidature enacted the Accountable Hedth Plan Law,
which was amed at improving the availability of group hedlth insurance to smdl employers.



Effective January 1, 1994, group health insurers (accountable hedth plans) were required to offer
a least abasic hedth benefits plan to employers, indluding smdl employers. The legidation
phased in dements of guaranteed issue with later effective dates. Specificdly, effective July 1,
1994 an accountable hedth plan was required to make the basic hedth benefits plan avallable to
employers with 25 to 40 employees who had been without coverage for at least 90 days.
Effective July 1, 1996, an accountable health plan was required to make the basic hedth benefits
plan available to employers with three (3) to 40 employees who had been without coverage for at
least 90 days.

While the 1993 | egidation improved the availability of group hedth insurance to smal
employers, it only provided such coverage on a guaranteed issue basis for a certain smdll
employers and their employees. Legidation that became effective July 1, 1997 required an
accountable hedlth plan to provide a hedth benefits plan, without regard to hedlth status-rel ated
factors, to any smal employer who agreed to make the required premium payments. As part of
this legidation the definition of “smal employer” was revised to include any employer with two
(2) but not more than 50 employees, the basic hedlth benefit plan was diminaied and dl smdl
employers are entitled to guaranteed issue, not just those that have been without coverage for at
leest 90 days. Thislegidation conformed to federd guaranteed availability requirements
established in the Hedlth Insurance Portability and Accountability Act of 1996 (HIPAA).

In addition, in 2000, the Arizona legidature passed |egidation restructuring the regulatory
oversight of managed care organizations, mandating additiond health care benefits and
establishing timely pay and grievance standards for payment of health care providers.

Higibility for Exising Coverage Programs

Pease see the chart on the following page for digibility levels for income-based programs:
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Premium Sharing — Chronicaly Il Only (limited to certain
|!Iness&s anq mammum number of participants active at one —A400% FPL
time) — subsidized coverage
Premium Sharing Ticket to Work Breast and
(requires premiumup | (limitedto Cervical Program
to 4% of gross disabled (under 65 and —250% FPL
income) — subsidized returning to work indigible for
coverage —allowsthemto other forms of
retain Medicaid Medicaid)
benefits)

ALTCS - 300% SSI or 223% FPL

° ° —223% FPL
Kids Care (limited to Senior Pharmacy Benefit
children under 19) (I|m|t_ed to non_-HMO counties o500 FpL

— partial benefit)

Transitional Medical Assistance (TMA) —185% FPL
Medicare — Cost Sharing Programs (up to 175%) —175% FPL
AHCCCS Medicaid-Pregnant Women & Children Under Age 1
(SOBRA) —140% FPL
AHCCCS Medicaid - Children Ages 1-5 (SOBRA) —133% FPL
AHCCCS Families AHCCCS Ss
Medicaid — and Medicaid — Limited |—
Various Programs Children Children 100% FPL
Based on Income — 1931 Ages6-18
Prop 204/Title X1X
Waiver
AHCCCS Medicaid — Spend-down Group (medical expenses |
reduce grossincome to 40% FPL) 40% FPL

Use of Federa Waivers

Arizona became the last state in the nation to implement a Medicaid program. In October 1982,
Arizona s Medicaid program, the Arizona Hedlth Care Cost Containment System (AHCCCS)
was started under a 1115 Research and Demondtration Waiver granted by the Hedlth Care
Financing Adminigtration (HCFA). From 1982 until 1988, AHCCCS only covered acute care
sarvices, except for a90-day post-hospita skilled nuraing facility coverage. Then, in 1988, a
five (5) year extenson of the program was approved by HCFA to dlow Arizonato implement a
capitated long-term care program for the elderly, physicaly disabled, and developmentaly
disabled populations— the Arizona Long Term Care System (ALTCS). In 1990, AHCCCS
began offering comprehensive behaviord hedth services, eventudly extending behaviord
coverage to dl Medicaid digible persons over the next five years. Since then, a number of
waiver extensons have been approved, with the most recent one being a three (3) year waiver
extension for the period from October 1, 1999 through September 30, 2002.°



APPENDIX I1: LINKSTO RESEARCH FINDINGS AND
METHODOLOGIES

The key Web Site to use for additiona sources of information regarding the AHCCCS-HRSA
State Planning Grant is www.ahcces.state.az.us/Studies/default.asp? D=HRSA.
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